By OBIE G. WHICHARD

IN 1981, the U.5. direct investment
position abroad ineressed $11.8 Bil-
lion, to $227.3 billion at yearend. The
rate of incresse—5 percent—was the
lowest in the post-World War II
period The 1981 addition to the posi-
tionn consisted of capital outflows of
$87 biMlion and valuation adiustmeants
of $3.1 billion. Capital outflows, in
turn, consisted of reinvested earnings=
of $18.0 biilion and parily offsetting
. egquity and intercompany account in-

* flows of $4.3 billion. This was the first
time in the post-War period that net
inflows on equity and intercompany
accounts were recorded for an entire
year,

Beveral interrelated factors contrib-
uted to fhe wnusvally slow growth in
tha position. Bacause of sluggish eco-
nomic eonditions woridwide, corporate
iltiquidity, and high U.S. interest
ratas, U.S. companies hed litile incen-
tive and limited ability to make major
new investments abrozd. Further-
more, during much of the yoar, bor-
rowing terms were hetier ahroad than
in the United States; & number of
US. companies took advantage of this
siHuation by financing some of their
LL.8. oparations with funds borrowed
abroad by their foreign affilintes.
Better borrowing terms abroad may
also have gncouraged the financing of
affiliate growth, to & greaier extent
than in most earlier periods, with
funds borrowed abroad by the affili-

Hore—The quarterly survay froo which the
antiuel esticcatss presentad in thle articls wara
detived was eonducted under the suparvision of
Patricia C. Walker, Chief, Dirsct [ovestment
Abroad Branch Patricin E. DiVenuti, Ralph
Kozlow, and Edward L. Simons prepared the sa-
timates, Saletha D. Corbin, Hivie A. Miller,
and Rusgall 0. Tult agsisted in tabulating the
data. Smith W. Allnutt, Chief, Data Retrieval
and Analyyis Braneh, assieted by Dooeld R
Mavery, declgoed the computer programa for
data retrisval, analysis, and tebular presente-
tiom.

U.S. Direct Investment Abroad In 1981

ates themselves. {These funds, unlike
funds supplied by US. parents, are
excluded from the U.S. direct invest-
ment poxition abroad.) Other factors
contributing te the slow growth in the
pasition were several selloffs of Cana-
dien affiliates and low affiliate earn-
inge available for reinvestment.

Direct investment income declined
14 percent, to $31.9 biilion. The de-
cline would have been considerably
layger in the gbeence of a shift in cap-
ital gaine and losags of foreign affili-
ates from logzes to gaing. Declines in
income were recorded {n all major in-
dustries; the sharpest—26 percent—
was in manufacturing, The declines
reflected the slowing of forelgn ecu-
nomic activity, appreciation of the
LS. dollar against several major for-
eign currencies, and increased inter-
eat payments oa intercompsny debt
owed to affiliates by U.S. direct inves
tors. Net receipts of fees and rovalties
from foreign affiliates increasad 2 pex-
cent, to $5.9 billion.

1.8, Direct Investiment
Position

At yearend 1981, the U.5. direct in-
veztment position abroad was $227.2
billien (table 1). The pogition iz the
book vaive of U8, direct investors’
equity in, and net outstanding loans
to, their foreign affiliates. (A foreign
affiliate is a foreilzn business enter-
prige in which a single U.S. direct in-
voegior owns at Jease 10 percent of the
voting eecurities, or the equivalent)
The pesitiocn B8 sometimes confused
with, and should be distinguished
from, total msasets of the affiliates,
which are the sum of totel owners'
equity held by, and total liabilities
owed to, both U.5. direct investors
and all other psirsons.

By industry, 28 percent of the posi-
tion was in petroleum, 41 percent in
marufacturing, and %6 percent in
“other” indusiries {table 2). Within
manufacturing, the position was larg-
ent in “other manufacturing” {(mainly
paper, ingtruments, rubber, and fex-
tiles}, chemicals, and nonelectrical
machinery. Within “other” industries,
the position was largest in trade and
in finance (except banking), insur-
ance, and real egtate.

By arga, 74 percent of the position
was in developed countries and 256
perceni in developing countries. The
remainder was in “international.” !
Within the developed countries, over
60 percent of the position was in
Eurcpe, where the United Kingdem,
Germany, and Switzerland had the
largest shares. Within the developing
countries, almost ¢ percent of the po-
gitlon was in Latin America; the larg-
est shares were in Barmuda {mairnly

in finance effiliates), Bragzil. and
Mexico.
Incorporated affiliates accounted

for Bd percent of the position, and un-
incorporated =ffiliates for 16 percant.
Maost of the position in incorporated
affilintes waee equity (capitad stock and
ratained earnings; rather than debt
{intercompany accounts) (table 3).

The intercompeny actount compo-
nent of the pasition is the net of U.S.
parents’ receivables from, and paye-
bles to, affiliates. At yearend 1981,
payables were almost 70 percent as
large as receivables—a large propor-
tion, historically. The receivables
were dispersed among several areas

. and induetries; Enropean manufactor-

ing affiliates, which had the largest

1. The “inlirtational” category containe affilinies
that have operalions sphoning wors than cos country
and that are engaged in patroleum shipping, other
wakst traapartdion, patroleum trading, or opetating
oll and gas drilling cquipment that i mowed from
Sountzy b country during the rear.
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Table 1.—L.5. Ddrect Investment Position Abroad, 1978-81
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share, accounted for less than 20 per-
cent. The payables were more highly
concentrated; pavables owed by U5
parents to Latin American affiliates
in "“other" indusiries accounted for
nearly one-half of the total. Almost

all of these were owed to Netherlands
Antillean finance affiliates, which,
during the past few years, have bor-
rowad large amounts in Eurobond
markets and reloaned the proceeds to
their 1J.8. parents.

Typically, Netherlands Antiflean fi-
nance afiilintes have bean established
to provide U.S. parents with 2 means
of raising funds in Earobond markets
without having the associated interest
payments subjected to the 1.5, with-
holding tax on interest payments to
foreigners. The payments are exempt-
ed from the tax by a treaty between
the United States and the Neiher-
lands Antilles. Although the United
States has treaties with several other
countries that provide s similar ex-

gmption, or a reduced withholding
rate, the Netherlands Antitles is often
chosen 28 & location because it does
not have a withholding tax on inter-
est payments to third couniries and
because most of its taxes on affiliates
are structured eo es to penerate aqual
et offzatting tax eredits for the U.S.
parenis.

To realize theze tax advantages, the
borrowing must be done through a
bona fide foreign business entity that
the U.S. tax authorities will recognize
a5 the izssuer of the honds, although
the bonds may be guaranteed by the
115, perent company. To create such
entities, affiliates arve separstely in-
corporatad in the Netherlends Antil-
les Bnd are capitalized in accordance
with generally accepted guidelines.
Pegitions in, and transactions with,
these affiliates are shown in table 4.
The “capital stock and retained earn-
ings" component of the position—§4.8
billion at yearend 1981—largely rep.
resenis equity contributions by U.S,

Tabls 2.—Compoaltion of U5, Drect
Invesimeni Abroad, 1980-81
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Toble 3.—10.5. Dvrec! Invesiment Posilion Abroad, by Type of Affilate and Aecount, 1983-81
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Table 4. —ZSelected Transaetiona With, and Positlons im, Nedheripnds Antillesn Finance Affilialea

porents to provide affilisfes with the
necesgaty capitalization. The “‘inter-
company accounts” component—a
negative $12.7 hillion at yearend
1981—largely represents funds the af
filiates raised abroad by issuing Euro-
bonds, and then relosned to their 115
perents. Funds raised in this manner
have grown rapidly in recent years,
kecause U.S. companies have often
found borrowing conditions more fa-
vorable abrosd then in the United
Staten. Because the nepative inter-
company eccounts component more
than offset the positive capital stock
and retained sarnings component, the
total position in Netherlande Antille-
an finance affiliates ot yearend 1951
was alep negative, by $7.9 billion.

1981 Addition

The U.3. direct invesiment position
abroad increesed $11.8 billion, or 5
percent, in 1981, compared with §27.7
billion, or 16 percent, in 1980. As
noted esrlier, the rate of increase in
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4, The siatormant in the text @ baeed on an examl-
natinx of astimtes for yeerd partiog with 1046, whac
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1ta bz the poaltos,
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The 18981 addition consisted of capi-
tal ontflows of $8.7 billion and svalue-
tion adjustments of $3.1 hillion. Capi-
tal ouiflows consisted of reinvested
earnings of $L3.0 billion, partly offeet
by unusual eguity and intercompany
account inflowe of $4.3 billion. The in-
flowe primarily veflectad two factors.
First, as noted earlier, U.8. parents
made substential vee of foreign sffili-
stes to finance their 1.8, operations
ifts 198], primarily through Nethey-
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lande Antillean finance afftlistes.
(Some such financing wag alse effect-
ed by US. auto companies through
their Earopean manuofacturing affili-
ates.) Second, sales of equity interests,
both total and partial, in several Ca-
padinn affiliaten securred durmg tha
yoear. The sales were mainly in petro-
laum end appear to have been partly
in respomse to Canada's energy poli-
cies. These policies have several cbjec-
tives, one of which is to increasa local
participation in the petroleum indus-
try. By providing preferential treat-
ment of locally owned or controlled
companies in, for example, the grant-
ing of exploration aubsidies and pre-
duction rights, these policies—some of
which had not been ambodied in legis-
lation at the time the esles oc-
curred—have tended to make petro-
leum properties in Canada more valu-
gble to locsl than to U.S. (and other
non-Canadian) investora.
Valuation adjustments primarily
reflected 1.8, direct investors’ capital

SURVEY OF CURRENT BUSINESS

gaine on the sales of Canadian affili-
atex.? Tha adjustments were made he-
cause the artual transactions values
at which the sales occurred, which
were included in equity and intercom-
pany account inflows, excesded the af-
filiates’ book values, which had been
included In the pnmtiun {Bacauue of
sharp incresses in petrcleum pr
mnna 1973-T4, recent sales of afﬂliatm
petrnlaum reserves  have
tanded to ineclude substantial premi-
ume over book values) Parily offeets
ting were mignificant negative adjust-
ment to reflect the writcoff of posi-
tiona in Iran.
The position increased 6 percont in
developed countries, 5 percent in de-
veloping countries, and 4 percent in

“internationzl”’ Within developed
%, Bocpuns thoes pulne aocrusd di 1o the T1LE.
in incoms,

which includes only U.S. parents' sharex of capital
gRine parrind throogh the income state-
e (el tranalated into U5, dollanal of the alliliates
thememlve,
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countries, the position increased fast-
eut-12 percent—in “other,” which
consists of Japen, Australia, New Zaa-
land, and South Africe; Avetralia was
primarily respensible for the rapid in-
crease. Virtaally all of the addition in
developing countries wag  outsids
Latin Americe. In Latin America,
equity and intercompany account in-
flows from MNetherlande Antillean fi-
nance affiliates largely offset addi-
tiona to pogitions in other countries.
The largest additions were in Mexico,
Brazil, and Panama. In "other” devel-
oping countries, where the position
increaged 20 percent, the largest addi-
tiona were in Singapore, Hong Kong,
and Indonagia. Over 60 percent of the
addition in “other” developing coun-
tries was in petrolesim.
Egquily and infercompany aceouni
flores
Equity and intercompany account

flowa shifted $6.5 billion, from out-
flows of $2.2 billion in 1930 to inflows

Table & —Bauily and Intercompany Aecoumt Outfbews, by Statas of Affiliate, 1%30-581
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of $4.3 billion in 1981 (table E). Incor-
porated affiliates more then account-
ed for the shift to inflows; for unincor-
porated affiliates, there was a $2.5 bil-
lion shift to outflows. (Flows to or
from unincorporated affiliates are
shown in a single summary account
congiating of the U.S. parents’ total
claims, both equilty and debt, on the
affiliates’ nat assats))

For incorporated affilietes, flows
shifted $2.0 billion, from outflows of
$2.3 billion to inflows of 6.7 hillion.
Flows for capital stock (the net of in-
¢reazes and decreases in .S, parents’
holdinge of atock in affiliates) ghifted
#4.4 billion, from outflows of $3.4 hil-
lion to inflows of $1.0 hillion, and in-
tercompany account inflowe increased
24,8 billion, to $5.7 billion. The latter
reflected both smaller inereases in
115, perents’ receivebles from and,
more importantly, larger incresses in
their payables to, forsign affiliates.*

d. Incraases {decreasga) in raceivablen are fntarcom-
paty neeount cutiows (Inflows) and Increxsss {de-
crepmes) in payubles are inflaws (aotflows), The change
Jo Intercompeny account cubflaws 1s thos cthe second-

apder changa {ia, the changs in tha change) in recetv.
ables mdrus the sectnd-ovdar ebange in payable,

SURVEY OF CURRENT BUSINESS

By industry and arec.—In petro-
leum, inflows declined; in both manu-
facturing and ‘“other” industries,
there were shifta to inflows from out-
flows. By area, there wss a 37.8 bil-
lion shift to inflows of 322 billion
from developed countries; & $1.8 bil-
lign decline, to $1.6 billion, in inflows
from developing countries; and a $0.4
billion increase, to $0.4 hillion, in in-
flows from ‘‘international™

Inflows from petroleum affiliates de-
clined $0.7 billion, to $1.9 billion. The
decline was the net result of partly
offsetting developments in Canada
and “other’’ developing countrles. In
Caneda, where, as previously noted,
several affiliates ware sold in 1881,
there was n 328 billion shift to in-
flows of $2.5 billion. This shift was
more than offset by a §4.1 billion shift
to ontflows of 31.2 hillion t¢ “other”
developing countries. In 1980, iarge,
nonrecutring inflowa from the Middle
East had resulted from the final pay-
ment by a host government for the
facilitias of the branch of a U.S, patro-
lenm company. Also, in 1981, there
were increases in, or shifts to, cut-

August 1582

flowa to a number of developing coun-
tries in the Far Bast.

In marufacturing, flows shifted $4.2
hillion, from outflows of $3.8 billion to
inflows of 3.6 billion. Almost al! of
the shift was in developed countries,
mainly in Burgpe and Canada. In
Europe, there was a shift from LS.
auto companies’ net repayment to, to
nef bhorrowing fram, their United
Kingdom and German sffiliates. {In
recent years, these companics have
intermittently used funds borrowed
from their affiliates to finance US.
operations.) A eghift to inflows from
Canada reflected the sale of a large
paper manufacturing affitiate.

In “other" industries, flows shifted
529 billion, from outflowa of $1.2 bil-
lion in 1980 to inflows of $1.7 hiliion
in 1981. Both developed and develop-
ing countries arcounted for the shift.

Quiflows to affiliates in “other” In-
duatries in develeped countries de-
clined $1.0 billien, a2 & sharp decline
in outilowes to the United Kingdom
more than offzset a shift to outfiows to
Canada. The decline in outflows to
the United Kingdom reflected the
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nonrecurrence in 1981 of large out-
flowa in 1980 that partly financed the
acquisition of a large British insuor-
ance company. The shift to outflows
to Canada reflected the reversal of
sizakle inflows from that country in
1980; the inflows partly reflected the
aple of several affiliates, including s
conl mining affiliate and a holding
company through which s U.S. parent
owned a number of public utility affil-
istes.

Inflowa from affiliates in “ofthey”
industrias in developing coumiries in-
creased 321 billion, to $8.0 billion.
Contributing to the increase were an
increase in inflows from Netherlands
Antillean finance affiliates and a shift

" to inflorws from a Bermudan finance
affiliate of a U.S, petrojleam company.
{In both 1980 and 1981, MNetherlands
Antillean finance afﬁhatas more than
scconted for the Jevel of inflows; in-
flowa from these affiliates were $2.7
billionn In 1980 and 93.6 hillion in
1951

By nintus of affilicte.—Table &
showa equity and intexrcompany ac-

SURVEY OF CURRENT BUSINESS

count flows to and from new affili-
ates, affilistes liquidated or sold, and
ali other affiliates. The table

for afftlistes wheoee status changed,
hoth the flows mssociated with the
change—auch as outflows that fi-
nanced an acquisition or inflows that
raflected the proceeds of g liguidation
or sale—and all pthar flows.

Inflowa from new affilinten ware
#0.2 billion, and inflows from affili-
ates that were liquidated or sold ware
4.4 billicn. In 1980, outflows to new
affilintes were 30.8 billion, and in-
flows from affiliates that were liqui-
dated or eold were $1.9 hillion. Out-
flows to affiliates whose status did not
change in 1281 were $0.8 billion.

The $0.2 billion of inflows from new
affiliates occurred an 0.5 billlon of in-
flows from newly establiched affiliates
ware partly ofiset by %0.3 billon of
outflowa to newly acquived affiliates.
New Netherlande Antillean finance
affilintes more than sccounted for the
inflows from newly established effili-
ates; cutflown to several new affiliates
engeped in oil and gos exploration

Table b.=Taceme snd Raie of Retiwn, 1980=51
[Mulinn of dollane, ar percwnt]
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and extraction in “other” developing
countries were parily offsetting In
both cases, the new alfiliates wers the
result of the common practice in their
regpoctive industriese of eatablishing
separate businese entitiea to perform
B single task, often of limited dura-
tion—e.g., ﬂnnti.ng and servicing a

particular bond issue or drilling for
oil in a particular location.

Of the $4.4 billion of inflowa from
affiliates liguidated or sold, $0.2 bil-
lion were from liguidated affilintes
and $4.8 billion wers from affiliates
that were sold. More than three
fourths of the iatter inflowe were
from Canada; the major trensactions
involved the petroleum affiligtes and
paper manufaciuring affiliate  dis-
cossed earlier. Sizable inflows from a
TI.8. direct investor’s sale of a part of
its equity in a Canadian petrolevm aif-
fillate are included in the column for
“nther affiliates” in table 6, rather
than in the column for “sold” affili-
ates, because the direct investor’s
ownership in the affiliate did not fall
below 10 percent. Aside from Caneda,
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the largest inflowa from sold affilintes
were from “other” developed coun-

Australian il and gas affiliate to an
Aunstralisn company that had previ-
ouely i the noffiliate’s U.S.
parant. (in the international treveac-
tlone accounts, thege inflowa are
offset by outflows in the forelgn direct
investment in the United Btates ac-
counts)

Relnvested earnings

Reinvested sarnings of incorporated
foreign affilintes declined 24 percent,
to $18.0 bhillion (table 7). Reinvested
earnings are egual to the earnings
(fe., T8, parents’ equity in the net
income after foreign income taxes) of

ated affiliates minus gross
dividends (i.e., dividends hefore deduc-
tion of foreign withholding taxes) on
common and preferred atock held by
U.B. parents, The decline in reinvest-
ed savningn reflacted a 19-percent de-
cline in earnings, partly offket by an
11-percent decline in groes dividends.
By sres, reinvested earnings declined
28 parcent in developed countries, in-
creased 6 t in developing coun-
tries, and more than tripled, from a
amall 1980 base, in “internstionsl.”
The reinvestment ratio—the fraction
of earnings reinvested—declined from
0.69 to 0.55.

Reinveated earninge of pefroieum
affiliates declined 13 percent, to §4.0
billion. They declined 81 percent in
developed countriea and increased 87
percent in developing countries. The
decline in developed countries was
concontrated in Caneds, where it was
primerily attributabie to a decline in
earnings. In Europe, a moderate de-
cline occurred, as an increase in the
United Kingdom largsly offest de.
elines in several other countries. The
increass in developing ununtnes, over
one-half of which waas in Nigeria, was
pttributable io an iocrease in carn-

IngE.

Reinvested sarnlnge of mantfactur-
fng affilintes declined 41 percent, to
2.6 billion. They declined 44 percent
in developed countries and 35 percent
in developing countries. Although the
decline in developed countriea was
spread among soveral countries,
France accounted for a disproportion-
ate share—nearly 40 percent. Divi-
dends from French affiliates in-

SURVEY OF CURRENT BUGINESS

Tabke b.—Income wid Related Hema: Sowpes
amnd Relationship
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crepsed alightly, deapite a gharp drop
in eprnings; as a regult, a $0.7 hillion
shift to negative reinvested earnings
occurred. In developing countries, the
decline was concentrated in Argenti-
nn.wharaanmcremmdmdmda
accompanied by a shift from pogitive

to nagative regulted in a
306 billiom shift to negative reinvest-
ed earnings,

Reinvested earnings of affiliptea in
Yother” industries declined 15 per-
cant, to $6.4 billion. Thay declined 38
percent In developed countries and in-
cressed 34 percent in  dewveloping
countries. The decline in developed
countries, largely atiribetable to a de-
gline in earnings, was spread among
several countries; it was concentratad
in trade. Much of the increase in de-
veloping countries was accounted for
by finance affiliates located in Bermu-
da amd the Netherlands Antilles,

Anguat 1982

Income

Divect investment income, the
return on the position, declined 14
percent, to $5310 billion (table &)
Income congists of foreign affiliates’

terest (neg of withhnldintlmt.uufl an in-
tercompany accounts, oreign
withholding taxes on dividends (table
9). Alternatively, it in the sum of (1}
intarest, dividends, and earnings ut‘
unincorporated affilintes and (2} rein-
veated earnings of incorporated affili-
ates.

In the absenca of & $2.4 billlon ehift
from capital losses to capital gaine by
affiliates, the decline in income would
have been considerably larger, about
Tectong. oy aceos and. indnstsied,

many Areps

that mtnhutaa to the decline in
income before capitel gamu wera the
slowing of foreign economic activity
and the appreciation of the U.S,
doller againat several major foreign
ecurrencies. Both factors tendad to de-
ptesa income from affiliate oper-
atlons,

Income inclusive of capital gains
and lossea declined 24 percent in de-
veloped countries; it increased 3 pex-
cent In developing countries and 30
percent in “intarpational.” The de-
cline in developed couniries was in
Europe and, to a lesser extent,
Canada. In developing countries, an
increnss in “other' more than offsst a

decline in Latin Americs.
Income from . affiliates
wag virtually un , at $13.2 bil-

Yion. Income was strongly affected by
a $3.8 hillion shift from capital losses

where earnings increased. to capital gaing Income before capital
Table 14 —Inceme, Capkisl Gaine, anl Incorme Befere Capltal Guine, 1868-31
Wiilonm of delbare, or pareemd]
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gains and losses declined 21 percent,
to $12.2 hillion. The decline in income
before capital gains reflected a world-
wide weakening of petroleum markets
due to several factors, including slug-
gish economic conditions, cemsation of
inventory accumulation 88 a hedge
against future price ihcreases, and
continued energy conservalion and
subatitution. Also, because petroleum
prices often are denominated in LS.
dollars, demend was further damp-
ened by local-currency price incresses
in countries arainst whose currencies
the dellar appreciated in 1981,
Income from petroleum affiliates in
developed countries declined 17 par-
cent. Income before capital gains de-
clined 26 percent, as capital gains in-
creased 0.7 hillion, to $38 billion.
The capital gains in 1981 were com-
centrated in Ewurope, and primarily
raflected decreases, due to dollar ap-
preciation, in the dollar value of af-
fillates’ foreign-currency-denominated
linbilities. (Just az an increase, if rec-
ognized, in the dollar value of an
asset is a capital gein, 20 is a decrepse
in the dotlar value of a liability.}
Income from petroleum affiliates in
developing countries ncreased B2 per-
cent, to $5.5 billion. The increaze was
mora than accounted for by a shift
from capitai losses to capital gains;
income hefore capital gains declined.
A large share of the capital losses in
18480 was associated with the transfer,
to the host government, of the oil pro-
duction facilities and most refining
incilities of the Middle East branch of
a U.S-incorporated petrolenm comps-
ny.
Income from meonufaciuring affili
ates declined 26 percent, to $8.2 bil-
lion, It declined 30 percent in Qevel-
~oped countries and 14 percent in de-
veloping countries. European affili-
ates more than accounted for the de.
cline in developed countries; within
Europe, the largest declines were in
France, the United Kingdor, Itsly,
and Germany. In developing coun-
tries, Latin American affiliates—spe-
cifically those in Argentina—more
than accounted for the decline. In all
areag and in developed countries, the
declines in income before capital
Fains were ghout the same as those
_after; in developing countries, the de-
¢line before capital gains was signifi-
cantly smaller—7 percent compared
. With 14 percant.

SURYEY OF CURRENT BUSINESS

Within manufacturing, the largest
declings in income were in nonelecir)-
cal machinery—which accounted for
nearly 40 percent of the total de-
gline—and chemicals. In nonelestrical
machinery, computer manofactoring
affiliates accounted for much of the
decline. Only food products and trans-
portation equipment showed in-
creases, end they were small (less
than $0.) milkicn}. In transporiztion
equipment, the small increase fol-
lowed a decline of $2.0 billion in the
previaus year.

Income from effiliates in "other” in-
dustries declined 19 percent, ta $10.5
billicn, It declined 25 percent in de-
veloped countriez and 1] percent in
developing countries; in “intarnation-
al,’ it increased 13 percent. The de.
clines in both developed and develop-
ing countries would have been some-
what smaller in the absence of capital
gains.

The decline in income from affili-
ates in “other” industries in dewvel-
oped countries was spread emong the
three major aress. In Canada, the de-

19

tline was in mining and in finance
fexcept banking), insurance, and real
eatate. In Europe, it was concentrated
in trade. In “other” developed coun-
tries, Australian mining affiliates and
Japaness affilinter in trade and bank-
ing aceounted for the decline. In de-
veloping countries, & decline in Latin
America was partly offset by an in-
creaze in “oither.” The decling in
Latin America wae more than ac-
counted for by an increase in interest
payments, mainly to Netherlands An-
tillean finance affiliates, on loans to
1.8, parents of funds the affiliates
had burrowed in Eurobond markets.
Interest payments to these affiliates
increpead $0.9 hillion, to 31.2 hillion,
in 1981 {table 4). (The interesi pay-
ments were, in turn, largely pazsed
on by the affiliates to the unaffiliated
foreign lenders from whom the funds
were originally borrowed.)

The rate of return on the direct in-
vegtment position iz defined as the
ratic of income to the aversge of the

{ Terl concdipied on g, 20)

Table 13, —Fees and Royalties, 1988=21
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beginning- end end-of-year positiona.
The rate so definad is an average for
existing investments, at historical
book value, and can thus be of only
Himited use in predicting the profit-
ability ' of prospective new invest.
mania.

The rate of return declined from 18
percent to 14 percent; this decline re-
flected the combined effects of o 14-
percent decline in income and & 10-
percent increase in the average posi-
tion. The rate of return declined in all
thres major industries—from 30 to 26
percent in petroleum, from 13 to 9
percent in manufacturing, and from
17 ta 13 percent in “other” industries.

Fees and Royalties

Het receipls of fees and rovalties
from affiliates increesed 2 percent, to

SURVEY OF CURRENT BUSINESS

$5.9 billion (table 11). Royaltles, li-
cense fees, and other fees for the sale
or use of intangible property—such as
patents, industrial processes, trade-
marks, and copyrights—declined 1
percent, to §3.7 Dbillion. Bervice
charges and charges for the rental of
tangible property increased 3 percent,
to 31.9 hillion, and film and television
tape rentaly increaped 28 percent. to
$0.3 billion.

Faoes and royalties from petrofeum
affiliates declined 1% percent, to $0.2
hillion. Most of the decline was in
sarvice charges and rentals for tapgi-
ble property; in thia category, a de-
cline in the Middle East was partly
offaet by ineraases elsewhere.

Fees and royalties from manufoc-
turing affiliates declined 1 percent, to

29

$4.0 billion. Buropean affiliates more
than accounted for the decline.
Within FRuarope, the decline was
mainly in rvoyalties and ilcense fees;
the largest decline was in nonelectri-
cal machinery.

Fees and royalties from affiliates in
“other” industries increased 12 per-
cent, ¢ $1.7 billion. The incresze was
in service charges and rentals for tan-
gible property and in film and lelevi-
gsion tape rentale. The increasa in
gervice charges and rentals for tangi-
ble property wae largaly in developing
conntries. The increasze in film and
television tape rentals was almost en-
tively in the Netherlande, which, be-
cause of a favorable tax teeaty, tends
to be used as a worldwide digtribution
center for films.




